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This paper contributes to the ongoing debate among researchers concerning the link between stock prices
and demographic changes. Special interest was drawn toward this topic from financial economists
because of the remarkable size of retirement savings flowing into financial markets in the last decade. In
the United States, in particular, much has been said, both in academic papers and in specialised press,
about the relationship between the so-called baby boom generation retirement savings and the
phenomenal increase in financial asset prices which characterised the period from 1990 to 1999. This fact,
coupled with demographic projections forecasting population ageing in all the developed countries over
the next 20-30 years, raised concern for a possible “financial market meltdown” when people currently in
working years will retire and withdraw funds from those same financial markets.
The ratio of people belonging to the age groups characterised as prime borrowers and prime savers
changes because of different population growth rates. Those changes in the population age distribution
have an impact on financial asset ownership essentially in two forms: changes in the amount of securities
that households - belonging to different generations - hold and changes in the composition of investment
portfolio among assets with different risk profiles.
Bakshi and Chen (1994) found evidence that changes in the average age of the adult population predict
equity premium when analysing US data. This result is consistent with the assumption that investors’
relative risk aversion increases with age. However, empirical evidence supporting this argument is fairly
weak. In particular, Poterba (2001) finds evidence that age is indeed related with risk tolerance, but this
relationship is not monotonic. This might suggest that simple summary measures, for instance the average
age of the population, might not be appropriate when studying the impact of demographics on asset
pricing. In this study, three different measures of demographic changes are used as explanatory variables:
the average age of the population above 20 years old, the fraction of adults over age 65 and the proportion
of population in the working ages 20-64.
The study is first carried out for five developed countries (France, Germany, Japan, US and UK) using
data covering the period 1900-2001 (1920-2001 Japan). While the levels of the demographic measures
that we consider are quite highly correlated across countries, changes in those same demographic
measures and average returns across the G5 countries are not highly correlated, so observing population
changes and expected returns in these markets gives extra information which effectively increases our
sample size. Second, a fairly large cross-sectional sample of 15 countries, covering most of the developed
markets, is constructed. This data covers the last third of the twentieth century. While this second data set
is much shorter, it provides a large sample of cross-sectional variation in demographic experience and
expected returns. In both studies, the econometric framework adjusts for overlapping observations and
heteroskedasticity by using Hodrick (1992) standard errors. Finally, the cross-sectional information of
both the long time-series over the G5 countries and the larger sample of 15 countries are pooled to jointly
estimate the coefficients of the demographic variables. This, in effect, increases the statistical power.	

 /
The main finding of the empirical study is that demographic changes do indeed predict risk premia
internationally. However, the particular relationship between changes in average age and risk premia  in
the United States, which Bakshi and Chen (1994) find, seems to be unique to the United States and is not
replicated in other countries. Instead, the change in the proportion of retired adults is a significant
predictor of excess returns internationally. Specifically, increases in the retired proportion of the
population as a fraction of the total adult population decrease excess returns.
This result is somewhat surprising, because theoretical models used to study the link between
demography and asset pricing usually predict that when a larger proportion of individuals retire, they
would liquidate their financial asset positions in order to fund consumption. This in turn would lower
asset prices and increase expected returns. The apparent counterintuitive result obtained in this empirical
study may be explained in several ways. Two factors are considered more closely: the availability and
extent of Social Security benefits in each country and the “development” of the financial markets. Using
the same technique of pooled regression as in the first part of the study, evidence is found that the impact
of changes in the proportion of retired people on financial asset returns is higher in countries with large
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